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Mr. Robert Maxie, Branch Chief 
Marketing Services 
California Department of Food and Agriculture 
1220 N Street  
Sacramento, California 95814 

The California Department of Food and Agriculture (CDFA), Division of Marketing 
Services, Marketing Branch, requested the Audit Office to perform a limited scope fiscal and 
compliance audit of the California Pepper Commission, which is managed by Monfort 
Management Services, Inc. (Monfort Management). 
The objective of this audit was to determine whether certain activities and expenditures 
incurred by the Commission comply with the law and are within the Board’s authority.  In 
addition, our office was to identify any internal control weaknesses we noted upon 
examination of the Commission’s financial records. 
The audit scope was limited by the Marketing Branch as it related to certain expenditures.  
Most notably, the Marketing Branch has allowed the State’s marketing orders to implement a 
travel policy that can be applied retroactively to the audit period.  This travel policy allows 
for the State’s marketing orders to incur lodging and per diem expenses up to three times the 
current State rate.  Therefore, our office has been instructed to only report amounts that 
exceeded this threshold. 
Furthermore, our audit scope was limited to May 1, 2006 through April 30, 2009.  Although 
the scope was limited to these years, our office expanded the scope to include information 
that covered other years if it was readily accessible and/or may have assisted us in 
understanding a particular issue.   
To accomplish the overall audit objectives, our audit methodology consisted of, but was not 
all inclusive of, reviewing the Commission’s: 

• Compliance with various rules and regulations 

• Employee and Policy Manuals 

• Internal controls 

• General ledger detail and various financial related documents 

• Board and Committee minutes  

• Expenses and supporting documentation, including credit card statements and 
corresponding receipts for each charge 

• Contracts  

• Research grants 

• Payroll documents 
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 GENERAL BACKGROUND 

Monfort Management Services, Inc. (Monfort Management) manages the following 11 
Marketing Boards: 

1. California Alfalfa Seed Advisory Board 
2. California Cantaloupe Advisory Board 
3. California Celery Research Advisory Board 
4. California Citrus Nursery Board 
5. California Cling Peach Board 
6. California Dry Bean Advisory Board 
7. California Fresh Carrot Advisory Board 
8. California Melon Research Board 
9. California Pepper Commission 
10. California Potato Research Advisory Board 
11. California Winegrape Inspection Advisory Board 

On an annual basis, each entity contracts separately with Monfort Management for 
management and financial services.  The services include, but are not limited to 
bookkeeping, working with industry and researchers, etc.  These contracts are approved 
separately by each Marketing Board’s Board of Directors.  All 11 Boards are separate legal 
entities from one other.  Furthermore, each entity pays for an independent financial statement 
audit of its operations.  According to Monfort Management, one bank account (TABCOMP 
Marketing Order Fund) is used to manage all of the entities’ funds.  Therefore, revenues are 
deposited to this account and expenses are paid with this account.  Monfort Management 
tracks each entity’s revenues and expenses separately to ensure a proper accounting of the 
entity’s funds.  Additionally, each entity has a different fiscal year-end.   Therefore, with our 
established audit scope of May 1, 2006 through April 30, 2009, our office reviewed portions 
of fiscal years equating to three years of documentation rather than three whole fiscal years. 
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EXECUTIVE SUMMARY 

The California Department of Food and Agriculture (CDFA), Division of Marketing 
Services, Marketing Branch, requested the CDFA Audit Office to perform a limited scope 
fiscal and compliance audit of the California Pepper Commission to determine whether 
certain activities and expenditures incurred comply with the law and are within the Board’s 
authority.  In order to accomplish this, our primary focus was the Commission’s expenses 
and compliance with various rules and regulations.  The following administrative weaknesses 
were noted: 

• The Commission does not always have proper internal controls over its research 
grants.  The funding paid to researchers is based on an invoice, and the final payment 
is paid when the final research report is completed.  Our audit sample indicates the 
Commission did not require grantees to provide progress reports or a final accounting 
over the grant money awarded to them.  Timelier oversight would help ensure that all 
amounts paid for research were used for their intended purposes.   

• Our office was not provided with any written documentation or policy relating to the 
methodology used in determining the various allocation methods, indicating when 
each method shall be used for the shared cost.  It appears that depending on the type 
of expense and the number of entities that benefitted from the expense, a different 
allocation method was used.  
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KEY RECOMMENDATIONS 

1. The Commission should ensure that Monfort Management improves its internal 
controls over grant awards by requiring grantees to provide additional financial 
information, such as progress reports and a final accounting of expenses applied 
against the grant.  The purpose of these reports is to improve monitoring of grant 
awards and provide more transparency over actual expenditures billed by 
researchers to the grant contract.      

2. Monfort Management should develop written policies that document the 
methodology to be used in allocating shared costs among the entities it manages. 
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REPORTABLE FINDINGS 

INTERNAL CONTROL WEAKNESSES IN RESEARCH GRANT CONTRACTS 
The California Pepper Commission awards research grants to various organizations for 
research relating to its particular crop.  Based on the audited financial statements provided to 
our office, the Commission annually awarded amounts ranging from $70,000 to $88,000.  
Based on our analysis and discussion with Monfort Management, our office noted that a 
detailed final accounting of the grant money awarded to the organizations was not required 
prior to issuance of the final payment of the grant.  Instead, the researchers provided an 
invoice to the Commission stating only the balance due to the researchers.  Our office noted 
these invoices do not have sufficient detail as to how the grant money was spent.  The 
invoices only indicated the award amount and the balance due from the Commission.       
The Commission should hold the grantees more accountable for the funds awarded, to ensure 
the funds are used solely for the intended purpose.  Although a budget is included in the 
grant contract, the Commission should not rely only on the budget presented to account for 
the final expenses, since the actual expenditures incurred could vary significantly from the 
budgeted amount.  Our office recommends the Commission require grantees to provide 
progress reports and a final accounting for the grant funds awarded to them.  Progress reports 
are useful analytical tools that provide supplementary information regarding the status of the 
grant projects and could possibly identify any potential concerns or questions the 
Commission may have.  In addition, a final accounting of actual expenses would allow the 
Commission to determine whether use of the grant award was for the intended purpose and 
whether any grant money remained unspent.  Ultimately, these reports will improve internal 
controls by providing more transparency over expenditures incurred by the researchers.  
Recommendation 
1. The Commission should ensure that Monfort Management improves its internal controls 

over grant awards by requiring grantees to provide additional financial information, 
such as progress reports and a final accounting of expenses applied against the grant.  
The purpose of these reports is to improve monitoring of grant awards and provide more 
transparency over actual expenditures billed by researchers to the grant contract.      

COST ALLOCATION 
Our office was not provided with any written documentation or policy by Monfort 
Management relating to the methodology used in determining the various cost allocation 
methods for shared costs.  It appears that depending on the type of expense and the number 
of entities that benefitted from the expense, a different allocation method was used.  As noted 
earlier, Monfort Management has an annual contract with each entity for management and 
financial services.  According to the contracts, in addition to the monthly service fee, 
Monfort Management will invoice the entity for other expenses, such as copies, faxes, etc.  
Our office noted these expenses were either invoiced to the entity for the entire amount when 
the cost was incurred by the specific entity or for a portion of the cost when other entities 



California Pepper Commission   
 
 

  Report #09-081 
 

 

 Page 7  

also incurred the cost.  Our office also noted that Monfort Management used various 
methods to determine the allocation percentage.  There were instances when the cost was 
allocated equally among the entities, or based on the average percentage of each entity’s 
funds of the total funds held in the TABCOMP bank account.  There were other methods 
used, for which our office could not determine the basis of measurement.  The methods used 
are determined at the discretion of Monfort Management based on the type of expense.  
Without established policies or written documentation specifying the methodology to be used 
in allocating costs, inconsistencies in billing may occur since there are varying methods from 
which to choose when allocating shared costs to different entities. 
Recommendation 

2. Monfort Management should develop written policies that document the methodology 
to be used in allocating shared costs among the entities it manages. 
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CDFA EVALUATION OF RESPONSE 

A draft copy of this report was forwarded to the management of the California Pepper 
Commission for its review and response.  We have reviewed the response.  To provide 
clarity and perspective, we are including additional comments to the Commission’s response 
to our audit report section Internal Control Weaknesses in Research Grant Contracts. 
The Marketing Board stated in its response that it will abide by the recommendation and 
subsequent policy of the California Commodity Committee.  However, the recommendation 
and policy determined by the Committee may or may not be sufficient.   
Our recommendation strengthens the internal control for monitoring research grant contracts 
of the Marketing Board.  The Marketing Board has a duty to ensure that all its money is 
properly spent.  The Board should monitor the progress of work to ensure that services are 
performed according to the quality, quantity, objectives, timeframes, and manner specified in 
the contract; e.g., review progress reports and interim products, if applicable.  Also, the 
progress reports may have valuable information regarding equipment purchased to conduct 
the research.  Knowing if a purchase occurred and who owns title at the end of a contract 
would be one example of why a progress report is beneficial. 
It should be noted that these reports can be easily obtained through the University’s 
accounting department.  Progress reports are standard practice for any University receiving 
State monies and the review of these reports is a basic internal control that should be 
implemented by the Board.   
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DISPOSITION OF AUDIT RESULTS 

The findings in this report are based on fieldwork my staff performed June 8-19, 2009.  My 
staff met with management on June 19, 2009 for a preliminary exit to discuss the findings 
and recommendations, as well as other issues.  
This report is intended for the CDFA and the Commission for their review and action if 
necessary.  However, this report is public document and its distribution is not restricted. 
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